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KEY ECONOMIC INDICATORS 


Domestic Economy 
(Million Syrian Pounds) 


1985 1986 1987 


Population (million) 10.667 10.612 10.969 
Population growth rate* 3.4 3.4 3.4 

GDP, Current prices 83,225 100,300 126,325 
GDP, Constant (1980) 58,425 S7, 727 52,374 
GDP Index, 1980=100 114 es 102 
Percent Change 3 (1.2) (9.3) 
Damascus CPI 17 36 60 


Balance of Payments 
(Million U.S. Dollars) 


Exports 1,284 
Imports 2,644 
Trade Balance (1,360) 


U.S.-Syrian Trade 
(million U.S. dollars) 


U.S. Exports 
U.S. Imports 
U.S. Aid 


Exchange Rates 
(Syrian Pounds per U.S. dollar) 


Official 3.95 

Customs Valuation 4.05 

Parallel 5.40 

Tourist 9.75 

Promotional - 27.0 
Airline - 16.25 
Free Market 25-30 


*Other sources list population growth as 3.6 to 3.8. 


Note: Syrian external account figures are either not published 
or incomplete. 


Sources: Syrian Statistical Abstract and U.S. Dept. of 
Commerce. 





SUMMARY: 


The state socialist form of economic organization and a severe 
shortage of foreign exchange cause continued economic 
stagnation in Syria. Piecemeal reforms have given the private 
sector some increased latitude in the past few years, but 
changes are ad hoc rather than part of a fundamental reform 
program. Reform is resisted by many in the power structure for 
ideological reasons because it would threaten their power 
base. Growth has been stagnant or negative for most of the 
past seven years, and the situation will not change in the 
foreseeable future. This year will be a particularly bad 
year. The Syrian economy is heavily dependent on agriculture, 
which in turn depends heavily on rainfall. In 1988 Syria had 
abundant rainfall, and the economy grew in real terms over 
1987. However, so far 1989 has been a drought year, resulting 
in stunted agricultural production, and electricity and water 
shortages. 


Petroleum is the bright spot in the Syrian economy, although 
export revenues from crude oil will only barely make up for the 
Arab aid Syria lost when the Baghdad Agreement expired in 1988. 


An active black-market economy or "off-the-books" economy 
operates in Syria and supplies the economy with a vitality not 
evident from the published statistics. So, according to the 
books the economic situation in Syria is bad, but the real 
situation is not disasterous if you consider this off-the-books 
economy. 


Prospects for American exports in the oil sector are good, as 
are commercial relations with the private sector and with the 
mixed (public/private) sectors. Exporters to public sector 
firms should insist on cash payment and should take care that 
contract clauses limiting the validity of bids are inserted. 
Trade with Syria is also inhibited by the Arab League Boycott 
and by the trade controls imposed by the United States in 1986 
because of Syrian support for terrorist groups. 


CURRENT ECONOMIC SITUATION AND TRENDS: 


Syria has a state socialist economic system with a small but 
vigorous private sector. In the the late 1950s and early 1960s 
large land holdings were nationalized and distributed to 
individuals or small cooperatives. Industry was nationalized 
at about the same time. Public sector companies control 
utilities and large industry. Retail trade remains the 
province of the private sector, and some small industries are 
privately owned and operated. 





A relatively new development is the public/private sector joint 
venture which accords the state 50 to 75 percent ownership, but 
leaves management in private hands. Recently, some new hotels 
and services designed to support tourism are public/private 
sector joint ventures, and there are experiments with mixed 
joint ventures in agriculture. 


The private sector has benefitted from a number of minor 
reforms enacted the last two years. There is strong resistance 
to structural reform on the part of much of the political power 
structure and a failure to appreciate the extent of economic 
difficulties on the part of elements of the political elite. 
There is also a de facto recognition of the failures and 
mismanagement of the public sector and the detrimental effect 
of a lack of investor confidence on the economy. Changes have 
been enacted piecemeal rather than as part of a comprehensive 
reform program. The net effect is increased latitude for the 
private sector. We expect this trend to continue, despite 
opposition on ideological grounds. 


Following a 10-year period during which real growth rates 
averaged 10 percent per year, Syria entered a period of 
economic stagnation and decline in 1982. Economic problems 
resulted from a decline in aid payments from wealthy Arab 
countries, a fall-off in large development projects, a drop in 


the price of oil and a fall-off in transfers from Syrian 
expatriate workers. 


Syria remains an agriculture-based economy, and growth rates 
are often subject to vagaries of the weather. Only about 20 
percent of the land under cultivation is irrigated. Syria’s 
economy was affected by a drought in 1987 and real GDP declined 
by 9.3 percent. Rainfall in 1988 was ample and real GDP 
expanded by 11 percent, propelled by a 31 percent growth rate 
in the agricultural sector. For the most part, 1989 has been 
another drought year, and agricultural production is down 
sharply. Again Syria’s economy will be affected by this 
drought, and GDP is expected to decline, but it is difficult to 
estimate the percentage because current information has not 
been released by the Government of Syria. Growth in the 
petroleum sector may offset some of the negative growth 
resulting from the drought. 


Real GDP (1980 prices) in 1988 roughly equalled real GDP in 
1982. Given a population growth rate of at least 3.4 percent 
(and as much as 3.8 by some estimates) per annum, real GDP per 
capita has declined substantially. Until recently, the impact 
was most severe on the middle classes. Lower classes were 
protected by a combination of price controls and ration cards 
that kept such basic items as bread, sugar, tea, coffee and 
vegetable oil affordable. 





The Foreign Exchange Constraint: Syria suffers from a severe 
foreign exchange shortage. Major export earners are oil and 
cotton, neither of which has traditionally earned enough to 
finance even crucial food imports. In the past, Syria 
benefitted from inflows of aid from wealthy Arab countries. 
According to the terms of the Baghdad Agreement of 1978, Syria, 
as a "confrontation" state, was to receive $1.8 billion 
annually. During the first few years of the agreement, most, 
if not all, of this commitment was met. Then, as the price of 
oil dropped, OPEC surplus declined; Syria declared its support 
for Iran in the Iran/Iraq war, and aid payments dried up. By 
the mid-1980s only Saudi Arabia was meeting its commitment. 

The Agreement expired in 1988, and no new commitments have been 
made. New oil discoveries have increased Syria’s export 
capacity, but these exports will do little more than make up 
for the loss of Arab aid, if that. 


The foreign exchange constraint has had a severe negative 
impact on economic growth and development. Investment has been 
negative in the past several years. The indices for gross 
fixed capital formation (1975 equals 100) fell, for the public 
sector, from 183 in 1985 to 109 in 1987 and from 223 to 213 for 
the private sector in the same period. (The private sector 
index rose to 229 in 1986.) We believe that there has been 
further declines in gross fixed investment in 1988 and to date 
in 1989. The effects of stagnant and negative investment 
spending and the shortage of foreign exchange are evident, and 
in some cases have ripple effects. For example, a major piece 
of equipment at one of the hydrocarbon electric power 
generating units broke down in 1987. This caused major power 
shortages throughout the country and a decline in industrial 
production because there was no foreign exchange to buy the 
spare parts needed to keep production levels steady. Syrian 
ingenuity keeps most of the infrastructure functioning, but the 
creaks grow louder. 


Balance of Payments: Syrian balance of payments has been 
negative throughout most of this decade. The government has 
reacted to this problem by administratively limiting imports 
and, more recently, by seeking means to stimulate exports. 
Although the official current account deficit narrowed in 1988 
and may narrow further in 1989, this has been at the cost of 
domestic economic dislocations. Nonetheless, Syria has little 
choice. It finds itself with limited export earnings, with 
reduced foreign aid, and with a very poor credit rating. 





Official figures grossly understate the current 
balance-of-payment problem. Analysis of these figures is 
complicated by the results of the multiple exchange rate system 
in effect at various times and by the changes in these rates. 
Official published figures exclude Syria’s huge debt for 
military equipment and development loans extended by the Soviet 
Union and may not accurately reflect debt held by other Eastern 
European countries and Iran. 


Official estimates of the current account deficit show a 
negative balance of $210 million in 1987 and a negative 

$81 million in 1988. External debt, however, is growing. 
Medium-term and long-term debt were estimated at $2.8 billion 
at the end of 1988 while short-term debt and arrearages 
exceeded $5.8 billion. Most of the short-term debt is believed 
to be in the form of unpaid supplier credits, with many of 
these bills several years old. Syria minimizes arrearages on 
most of its official development assistance in an effort to 
avoid cutoff of additional disbursements, but is badly in 
arrears to the World Bank, which ceased disbursements to Syria 
in 1988. No payments have been made on loans extended by U.S. 
Agency for International Development under PL-480 since 1983. 
Export banks from most countries of the Organization for 
Economic Cooperation and Development refuse to provide loans or 


guarantees for Syria. Even the Soviet Union is reported to be 
pressing for repayment. 


Increased production of exportable oil and the prospect of 
natural gas development offer some hope for the future, but the 
immediate outlook on the balance-of-payments front is bleak. 


The Offshore Rate and the"Off-the-Books" Economy: As economic 
difficulties in Syria increased, the offshore, or black market, 
rate for the Syrian pound declined sharply. In the early 1980s 
there was about a 10 percent difference between the official 
rate and the offshore rate, but as of mid-1989 the offshore 
rate (about 40 Syrian pounds per U.S. dollar) is almost four 
times the official rate. One major source (both official and 
nonofficial) of foreign exchange is Syrian expatriate workers 
in the Gulf who send their earnings back to Syria. Fewer 
Syrians are employed in Gulf countries and salaries are now 
lower. Further, as the offshore rate declined, official 
transfers fell sharply. Private transfers exceeded $400 
million in 1982, were about $250 million in 1987, and are 
probably lower for 1988. Expatriate employees still help 
support relatives and build or improve houses in Syria, but 
they change their money on the offshore market now at 40 Syrian 
pounds (SP) per U.S. dollar vs. the current rate of 11.2 SP per 
U.S. dollar they would get through official channels. 

(Although it is illegal to export Syrian pounds, it is not 
illegal to import them into Syria. This provision contributes 
to the function of the offshore economy. ) 





The Budget: Analysis of the Syrian budget poses major 
challenges. The budget for the year beginning January 1988 
appeared in August of that year. The budget for 1989 had not 
appeared as of July 1989. Officially, revenues equal 
expenditures; in fact, the budget is badly in deficit. Public 
sector enterprises’ debt to the banking system is large and 
growing, and the rate of gross monetary expansion is 
accelerating with no apparent limit. 


Given the current structure, the Syrian Government has little 
choice but to maintain its costly subsidies on food staples and 
other essentials. Even at best, major structural reform would 
be difficult. Lifting of subsidies would mean that large 
numbers of citizens would go hungry--or riot. 


In an effort to curb consumption and to bring the budget into 
balance, many officially controlled prices have been raised, 
including electricity, gasoline, fuel oil, and cooking gas. 

The exchange rate used to value imports rose from 4.05 to 11.2 
SP per U.S. dollar, increasing the price to the consumer of 
imported goods. Early in 1989, there was a defacto increase in 
the price of bread. A new, supposedly higher quality bread was 
introduced while the old, lower quality bread was to have 
remained available. Roughly six months after the announced 


change, the old quality bread is still to be found, but is not 
as readily available. 


Other policy changes serve to increase the budget deficit. 
Procurement prices increased for wheat, cotton, barley and 
other major crops, and in May 1989 the government announced a 
25-percent public-sector salary increase. 


Of special note is the item for defense expenditures which was 
straight-lined for a period of three years. According to 
published figures, military expenses amounted to about 30 
percent of total budgetary allocations. The actual figure is 
believed closer to 60 percent, although dividing this into the 
Syrian pound and foreign exchange accounts is a near 
impossibility. 


The Off-the-Books Economy and Inflation: The off-the-books 
economy is both a sore point and a salvation. The official 
treasury is denied exchange and loses control as more and more 
economic activity goes off the books. Real inflation rises. 
Domestic investment opportunities are limited, and many goods 
are available only on the black market. Expansionist monetary 
policies mean more Syrian pounds chasing a finite supply of 
hard currency. The result is erosion of the off-shore rate and 
increases in domestic inflation. 





Official statistics, which underestimate the impact of the 
offshore rate, showed a 60 percent increase in the Damascus 
Consumer Price Index in 1987. The same period saw a 30 to 40 
percent drop in the offshore rate for the Syrian pound. 
Inflation for 1988 was about 38 percent and was estimated at 
35 to 45 percent for the first five months of 1989. 


On the other hand, the black market provides badly needed goods 
and in many ways keeps the economy going. Truck owners, for 
instance, (now including the public sector) can purchase tires 
and spare parts on the black market and keep their vehicles in 
operation. This black market economy also provides income and 
employment for many people from cigarette sellers on the 
streets, to retailers, to arrangers, to construction workers, 
who would be out of work but for smuggled building materials. 


There are no good estimates of the pecentage of total economic 
activity in Syria that is off-the-books. All observers agree 
that it is high. Analagous situations have existed in Italy, 
Greece and Egypt in which a black market economy supplied a 
vitality not evident from the official statistics. No one is 
arguing that Syria is economically healthy, but the situation 
is not as bad as might appear according to the official 
statistics. 


The Agricultural Sector: 


Expansion or contraction of GDP is heavily dependent on the 
health of the agricultural sector, which has unrealized 
potential. Better incentives would increase production. 
Improved irrigation would both increase output and smooth out 
wide fluctuations in harvests. Work on the irrigation delivery 
systems, making use of water behind the Al Furat Dan, 
continues, but is behind schedule. A network of seven dams on 
the Habur River, a Euphrates tributory, is on schedule and, 
when completed, will further expand irrigated land. 


The agricultural sector suffers from all the inefficiencies 
associated with central planning and administrative control. 
Fertilizer and pesticide deliveries are often late with adverse 
consequences to the crop. Incentive procurement price 
increases are sometimes announced after the planting season. 
Price distortions cause economic inefficiencies. Several sugar 
plants were built in the expectation that sugar beets would be 
grown. Procurement prices for beets were low; farmers both 
shifted out of beet production and sold what they did produce 
for animal feed. The sugar plants stand idle. 





The Syrian Government is trying to remedy some of its problems 
in agriculture, but is not yet prepared to lift all controls. 
Despite substantial increases in procurement prices, 
particularly for wheat, the government has been able to buy 
only half the crop. In 1988, only 900,000 tons of wheat were 
officially purchased from the bumper crop of 1.8 to 2 million 
tons. The balance of last years wheat crop was retained by 
farmers for seed, personal use or sold illegally at higher than 
official prices. Given the poor harvest in 1989, special 
bonuses for wheat are offered by the Syrian Government. 
Recently, these bonuses are bringing the official price for 
soft wheat up to an amount equivalent to $150 to $155 at the 
free market rate (30-45 SP per U.S. dollar). This equates to 
the price of U.S. soft wheat free-on-board (f.o.b.) in late 
1988. In addition to the bonuses, the price constitutes a de 
facto recognition of the free market rate. 


Wheat is the most important grain crop in Syria. The 1989 
harvest will be a mere 1 million tons. Official purchases 
not expected to exceed 500,000 tons and 1.3 to 1.5 million 
of wheat or the flour equivalent will have to be imported. 


Barley is the second most important grain crop. The 1988 
harvest was a record 2 million tons. Syria expected to export 


800,000 tons; about 300,000 tons were actually exported. 
Exports ceased in March 1989 when it became obvious that the 
1989 crop would be a disaster. Since barley is grown mainly on 
nonirrigated land, the 1989 crop may amount to only 500,000 
tons. Given stocks on hand, no imports should be necessary. 


Cotton is Syria’s second most important export earner after 
petroleum. The 1988 crop was adversely affected by late spring 
rains and early fall rains. Total production was 350,375 tons 
of cotton seed. Assuming sufficient water for irrigation and 
normal fall rains, the 1989 crop is estimated at 400,000 tons 
of cotton seed. Cotton lint exports from the 1988 crop are 
believed to be about 36,000 tons; the government hopes that 
exports from the 1989 crop will be higher. Domestic 
consumption is about 70,000 tons of cotton lint. Exports from 
the 1988 crop went mainly to the Soviet Union, Czechoslovakia, 
Italy, Spain, Greece, Romania and East Germany. Since most of 
these countries are barter or clearing account countries, hard 
currency earnings from cotton will be lower than in past years 
when a higher percentage of the cotton crop was sold for cash. 





The Petroleum Sector: 


Petroleum is the bright spot in the Syrian economy. A very 
heavy grade of oil was discovered and developed in the 
northeast corner of Syria in the 1970s and Syria has been a net 
exporter of heavy oil in terms of tons of oil since the late 
1970s. Production from these fields reached 180,000 barrels 
per day (b/d) in the late 1970s and early 1980s, but is 
believed to have fallen to roughly 160,000 b/d as of mid-1989. 
Field depletion, shortages of spare parts, and the lack of the 
foreign exchange with which to purchase equipment for 
sophisticated recovery methods account for the fall-off. 


Syria’s two refineries were initially built to operate on light 
Iraqi oil pumped across Syria and exported through the 
Mediterranean port of Banias. As Syria’s heavy oil came into 
production, the refineries were retooled to make use of the 
heavy oil and now operate with a 50-50 mix of heavy and light 
crude. Until 1988, Syria had to import light oil to run its 
refineries. After the break with Iraq in 1982, light oil came 
from Iran under a special agreement whereby Syria received 1 
million tons gratis and had an option to purchase aditional 
quantities at concessionary prices. 


In 1988, production from the Shell Oil concession (formerly 
Pectin) near Dir ez Zor reached 100,000 b/d, all of which is 
light oil, and no crude had to be imported. The new Omar field 
in the Shell concession came on stream early in 1989 and was 
expected to add an additional 100,000 b/d of light oil, all of 
which would have been exportable. However, technical problems 
in the Omar field have caused production to drop by at least 50 
percent as of midyear. Efforts are underway to boost 
production. New fields are expected to add 40,000 b/d by the 
end of 1989. 


As of mid-1989, total oil production was estimated at 310,000 
b/d of which 160,000 is heavy oil. Total output could rise to 
between 350,000 b/d and 400,000 b/d by the end of the year, 
assuming new fields come on-stream as planned and depending on 
whether or not problems in the Omar field are solved. Domestic 
consumption is very roughly estimated at 200,000 b/d, half 
heavy, half light oil. This figure may fluctuate widely 
depending on requirements for electric power generation. Ina 
wet year Syria can depend on hydroelectric power generation 
from dams on the Euphrates river whereas this year flows are 
abnormally low and a higher percentage of electric power will 
have to come from thermal generating plants. 


Syria’s oil exports are handled by the Oil Marketing Board, 
part of the Prime Ministry. Some heavy oil is exported under 


term contracts; the rest, heavy and light, is sold on the spot 
market. 





Propects for additional hydrocarbon discoveries are good. 
Eleven exploration agreements have been signed with foreign oil 
companies, six of which are American. Foreign oil companies 
enter Syria at their own risk, assume all exploration costs, 
and absorb the loss if they find nothing. If they discover a 
commercially viable field, compensation is a percentage, 
specified in the contract, of the oil produced or the cash 
equivalent. 


In addition to crude oil, Syria has undeveloped natural gas 
resources. There are plans to use gas associated with oil in 
the Shell concession to generate electric power, both at a 
plant to be built near the fields and at the Tishrin Power 
plant, an 800 megawatt plant under construction near Damascus. 
Marathon oil has a confirmed natural gas find and is doing 
exploratory drilling to determine the extent of its find. 
Present plans are to use natural gas domestically, freeing 
crude oil for export. 


Implications for U.S. Trade: 


Prospects for American oil companies in Syria are good. The 
Syrians clearly favor American firms with their recognized 
expertise. Syrians at the highest levels have told the 
American Ambassador that they want more U.S. oil firms. 


Other forms of trade and investment in Syria are inhibited by 
the foreign exchange constraint. In a word, the Syrian 
Government cannot pay its bills. It is not unusual for 
issuance of letters of credit to be delayed three years or more 
after contract signing. Bids are considered to remain valid 
indefinitely, and bid bonds can be lost if the contractor 
elects not to perform when the letter of credit is finally 
opened. Performance bonds have been called for reasons 
inconsistent with international business practice. 


The Syrian Government is taking measures to make its tenders 
more attractive. In many instances, a contractor can now 
insist on a clause limiting bid validity to six months, 
provided he notifies the Syrian Government of his intent to use 
the option which allows him to be released from contract and 
cancel his bid one week prior to the six-month anniversary of 
the contract. 


A few Syrian public sector enterprises control their own 
foreign exchange. In these instances, methods of payment other 
than a letter of credit may be worth exploring. 





Public/private sector joint ventures are not subject to many of 
the laws and regulations that apply to other enterprises. They 
have the right to retain up to 75 percent of their foreign 
exchange earnings for business-related expenses without 
recourse to the normal exchange approval process. Contact with 
these firms should not be rejected on the basis of the credit 
rating of the Syrian Government. 


Despite the lack of foreign exchange in the Central Bank vaults 
and the fact that letters of credit have not been issued to 
private sector importers since 1983, private Syrian businessmen 
are often very good credit risks and control offshore foreign 
exchange with which to finance imports. Trade contacts between 
them and American exporters are encouraged. 


Other Impediments: 


Arab League Boycott: Syria is a participant in the Arab League 
Boycott effort against Israel. Most Syrian Government tenders 
include a notation that "Section 119" applies. This reference 
includes language that is not acceptable under U.S. antiboycott 
laws. Potential bidders who are not on the boycott list should 
know that in many cases Syria will accept alternate language 


that does not violate U.S. law. For more guidance on boycott 
regulations or problems, U.S. firms should contact the Office 
of Antiboycott Compliance, International Trade Administration, 
U.S. Department of Commerce, Washington, D.C., 20230, 

tel. (202) 377-2381 or the Office of General Counsel, U.S. 
Department of Treasury, tel. (202) 566-5569. 


U.S. Trade Controls: In the wake of the Hindawi terrorist 
incident in London in 1986, strict trade controls were imposed 
on Syria. Individually validated licenses are required for the 
export of nearly all high technology goods, and there is a 
presumption of denial policy in effect. No aid in any form may 
be extended to Syria and no concessionary financing is 
permitted. 








